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I\/Iakmg the most of
"_falling mterest rates”

The Reserve Bank’s decision to cut official interest rates is good
news for anyone with a mortgage or hoping to buy their first home,
but presents a challenge for savers. Whatever your personal situation,
the question now is how to make the most of falling rates.

In case you missed it, on June 4
the Reserve Bank cut the official
cash rate by 25 basis points from
1.5 per cent to 1.25 per cent, the
lowest on record. Many economists
predict further cuts, with some
suggesting rates could fall to as little
as 0.5 per cent this year or next.

Just how low rates go will depend
on the broader economy. Growth

in the three months to March was

up just 0.4 per cent, or 1.8 per cent
over the year. The Reserve Bank is
also concerned about sluggish wage
growth, unemployment stuck at
around 5 per cent and inflation of
1.3 per cent, well below its target
2-3 per cent range.

But rather than wait to see how

low rates will go, there are things
you can do now to take advantage
of lower rates or minimise their
impact, depending on your personal
circumstances.

Grab a better home loan deal

Many banks moved quickly to cut
home loan interest rates in the days
following the Reserve Bank’s move,
although not all of them passed on the
full amount.

According to rate comparison site
Finder, the average standard variable
rate offered by the big four banks is
now between 5.11 and 5.18 per cent.
On the average home loan size of just
under $400,000 that could save $60 a
month or up to $21,000 over 30 years.!

Investment Interest rate
lyield %

Home loans standard variable 5.37 (4.68)

(discounted)

Home loans 3-year fixed 3.93

Credit cards (low rate) 19.77 (13.03)

Source: RBA industry average, May 2019

The big four also cut their discount
rates to between 3.54 and 3.78 per
cent, while some smaller lenders are

offering rates as low as 3.19 per cent.
The lowest 1-year fixed rate is below
3 per cent.l

While house prices and interest rates
continue to fall, the stars could finally
be aligning for Australians wanting to
buy their first home.

The Australian Regulation Prudential
Authority (APRA) plans to relax the
minimum 7 per cent interest rate
banks are required to use when
assessing borrowers’ ability to service
a home loan. This could see more
first home buyers qualify for a loan or
potentially secure a bigger loan than
they would otherwise have been able
to afford.m

Also, the Morrison government
proposes low deposit financing for
eligible first home buyers who save a
deposit of as little as 5 per cent up to
20 per cent to purchase property.'

For people with existing home loans,
it's time to check whether you are
getting a good deal from your lender.
If not, ring them to negotiate a lower
rate and be prepared to shop around
if they won’t budge.



If you do secure a rate cut, consider
making the same monthly loan
repayments to repay your mortgage
faster. Or you could use the cash
you free up to pay down debts with
higher interest charges, such as
credit cards.

The outlook for savers

Lower interest rates can be more
challenging for savers. That includes
anyone with a savings account as
well as retirees who depend on the
income from term deposits to help
with living expenses.

Term deposit rates were already on the
way down before the Reserve Bank’s
rate cut and are likely to head south of
2 per cent. The average interest rate
for $10,000 invested in a 1-year term
deposit was 2.15 per cent in May and
1.9 per cent across all terms."

Banks have also been cutting base
and/or bonus rates on their online
savings accounts. The best rates
are generally on accounts with an
ongoing bonus rate of interest if the
account is linked to an everyday
transaction account.

The best online rates on offer are
currently around 3 per cent for the first
four months, before dropping to a base
rate around half that, so shop around
and read the terms and conditions.

To earn a bonus rate of interest, some
require a minimum monthly deposit,
others no withdrawals.

The hunt for yield

Investors looking for income are not
restricted to bank deposits. If you have
a longer time horizon, growth assets
such as shares and property can
provide regular income. That includes
pre-retirees and recent retirees who
need their money to last for upwards
of 20 years or more.

If you can ride out the short-term
fluctuations in share and property
prices, the income they provide in

the form of dividends (shares) and
rent (property) tend to be more
stable and reliable.

The national average rental yield on
Australian residential property is sitting
at around 4.1 per cent.” Coincidentally,
Australian shares currently provide an
average dividend yield of 4 per cent

(7 per cent after franking) but many
quality companies pay more."

For example, the big four banks
currently offer dividend yields of
between 5.2 and 6.8 per cent. After
franking credits are included, the
yields grow to 7.5 and 9.7 per cent
respectively. As you can see, in a low
rate environment it can pay more to
invest in the banks than to deposit
your savings with them.

Interest rate
lyield %
Cash rate 1.25
10-year government bonds 1.28

Term deposits $10,000 1-year 2.15

Online bonus savings account 0.85
$10,000

ASX200 dividend yield 4.0

ASX200 dividend yield incl. 5.7
franking credits

Sources: Trading economics, AFR as at 24 June 2019

Whether you plan to borrow or
pump up your income, falling
interest rates can offer opportunities
and challenges. If you would like

to discuss the impact of lower

rates on your investment strategy,
give us a call.
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